
9553.0050,subp. 1 ,  i t e m s  B, C, and D. 

133.These th reei temsgoverntheca lcu la t i on  o f  t h ea l l o w a b l eh i s t o r i c a l  
opera t ingcos tsperd iem for theadministrat ive,maintenanceandprogramcost 
ca tegor ies .  The a l l o w a b l eh i s t o r i c a lo p e r a t i n gc o s t si n  eachcostcategory 
wh ichareincur reddur ingtherepor t ingyear ,  as limited under iitem A ,  are 
computedby d i v i d i n gt h ea l l o w a b l eh i s t o r i c a lo p e r a t i n gc o s t sb yt h eg r e a t e r  
of r e s i d e n t  days or 85% o f  capac i t y  days t o  y i e l d  a perd iemf igure.  
Occupancy r a t e s  i n  t h e  ICF/MR i ndus t r yindus t r yave rage  97% and i t  was 
recommended i n  t h e  LAC ReportthattheDepartmentapply a minimumoccupancy 
fac to r  of 85% to  90% to  f a c i l i t i e s  w i t h  fewerthan 11 beds.This 
recommendation was basedonthef ind ingtha tsma l lf ac i l i t i esshou ldno t  
exper iencelowerlong- te rmoccupancyra testhanlargerfac i l i t i es .S incethe  
use o f  an 85% minimum will promoteefficientoperationandencourage f u l l  
u t i l i z a t i o n  o f  l i censed  beds,andbasedupon the  recommendations made above, 
i t  i s  concludedthatthese 1 items arenecessaryandreasonable. 

9553.0050,subp.1, i t e m  E .  

134. A s  a r e s u l t  o f  o t h e r  amendments made bytheDepar tment ,theor ig ina l  
language i n  t h i s  i t e m  was de le ted  and theDepartmentproposes t o  rep lace  i t  
w i t h  t h e  f o l l o w i n g :  

E .  FortherateyearbeginningOctober  1, 1986, the  
a l l o w a b l e  c e r t i f i e d  a u d i t  c o s t  p e r  d i e m  s h a l l  becomputed 
b y  d i v i d i n g  t h e  a l l o w a b l e  c e r t i f i e d  a u d i t  c o s t  as 
determined i n  i t e m  A, sub i tem(11,un i t(d lbythegreater  
o f  r e s i d e n t  days or 85% of capaci tydays.  

Th is  amendment a p p l i e st h e  same occupancyincent ivecontained i n  i tems 6 ,  C, 
and D to  C e r t i f i e da u d i tc o s t s .  I t  i s  necessary to  conver tthea l lowab lecos t  
o f  c e r t i f i e d  a u d i t s  t o  a perd iemf igure ,  and sub jec t ingthosecos ts  to  the  
percentagel im i ta t ionsused for o the rcos tca tegor ies  is consis tent ,necessary 
andreasonable. Theamendment made t o  t h i s  p a r t  i s  n o t  a s u b s t a n t i a l  change 
for purposes of  Minn.Rule1400.1100. 

9553.0050,supb. 2 ,  Establ ishment of To ta lOpera t ing  Cost Payment Rate. 

135.Subpart 2 gove rnstheca lcu la t i on  of a f a c i l i t y ' st o t a lo p e r a t i n g  
cos t  payment r a t e .  Under i t e m  A ,  t h ea l l o w a b l eh i s t o r i c a lo p e r a t i n gc o s t sp e r  
diemdeterminedunderitems B to  D must be adjustedbytheannual ized 
percentagechange i n  t h e  Urban Consumer Pr iceIndex  (CPI-U) for the  
Minneapolis-St.Paulareabetweenthe two most recen tJanuarysp r io r  to  the 
beg inn ing  o f  t h er a t ey e a r ,u s i n g  1967 asthestandardreference base pe r iod .  
Thisadjustment i s  intended to  implementtheprov is ions o f  Minn.Stat .
5 2568.501 , subd. 3 ( a > ,  whichrequi restheadopt ion o f  r u l e s  t o  limit 
opera t ingcos tinc reasesinexcess  of increaseswhichoccur i no t h e r  s e c t i o n s  
of the economy. The Departmentchose to  use the  CPI-U because i t  r e f l e c t s  
cos t  changes i n  a v a r i e t y  of goods commonly purchasedbyconsumersandbecause 
i t  i s  a r e l i a b l e  and read i l yava i l ab leindex .S incetherepor t i ngyear  ends 
on December 31 and thera teyear  does n o t  commence u n t i lt h ef o l l o w i n gO c t o b e r  
1 ,t h er u l er e q u i r e st h a tt h e  changeswhichhaveoccurred i n  t h e  Consumer 
Pr iceIndex be annual ized to  takein toaccoun t  changes i n  t h e  economy 



o c c u r r i n gd u r i n gt h a t  nine-monthperiod. I t  was suggestedthattheDepartment 
use CPI-U f i gu res  from J u l y  1 becausetheyare more recen t .  The Department 
re jec tedtha tsugges t ion  becausethedate o f  issuance for  t h eJ u l y  CPI-U 
f l u c t u a t e s  and if p u b l i c a t i o n  i s  n o tt i m e l y ,r a t es e t t i n gc o u l d  be delayed. 
Some speakers c r i t i c i z e d  u s i n g  t h e  CPI-U to  c a l c u l a t e  limits on wages payable 
by ICF/MRs.  The CPI-U does n o t  measurechanges i n  wages, b u t  wage changes are 
r e f l e c t e d  i n  changes i n  t h e  c o s t  o f  goodsand the re  i s  a c o r r e l a t i o n  between 
the two. Dr. Bjork no tedtha t  wage increasesoftenexceed CPI-U f i gu res  and 
t h a t  wage increases i nt h eh e a l t hc a r ei n d u s t r y  havebeenoneand o n e - h a l ft o  
two t imesgreaterthanthepercentage changes o c c u r r i n gi nt h e  CPI-U. The 
Department r e j e c t e du s i n g  a d i f f e r e n ti n d e x  t o  measure wage changesbecause i t  
i s  concernedwi ththerateatwhich wages have r i s e n  andhasdeterminedthat 
such wage increasesshould be l i m i t e d .  For thereasonsstated, i t  i s  
conc ludedtha tus ingthe  CPI-U index to  limit increases i nc o s t sd u r i n gt h e  
ra teyear  i s  necessaryandreasonableasproposed. 

136.Usingthe CPI-U t o  limit increases i ns a l a r i e s  was a l s oc r i t i c i z e d  
from anotherangle.Clyde Johnsonnoted, for example, thatpercentage 
l i m i t a t i o n s  a r e  i n h e r e n t l y  u n f a i r  to  p rov ide rs  who have lower perdiemrates 
and g e n e r a l l y  lower sa la rysca les .  He n o t e dt h a tt h e s ea r et y p i c a l l yo l d e r  
f a c i l i t i e s  who were pay inglowersa la r iesthanthosegenera l l ypa idInthe  
i n d u s t r ya tt h e  t i m e  CPI-U l i m i t a t i o n s  were first enacted. He concludedthat  
they will never be able to  r a i s et h es a l a r i e s  of t h e i r  employees t o  t h e  l e v e l s  
g e n e r a l l yp r e v a i l i n gi nt h ei n d u s t r y .  Such "equi tyadjustments"would be 
d isa l lowed due to  the CPI-U l i m i t a t i o n .  The a b i l i t y  to  r e t a i n  q u a l i f i e d  
personneland to  paythem a t  p r e v a i l i n g  wage l e v e l s  i s  impor tant  to  the 
i n d u s t r y .  Some r e l i e f  may be a v a i l a b l e  asa r e s u l t  of theDepartment's 
amendment t o  subpart 1,  i t e m  A ( 2 ) .  That amendment exemptedprogramcostsfrom 
t h er e q u i r e m e n tt h a ta l l o w a b l eh i s t o r i c a lo p e r a t i n gc o s t si n  each o p e r a t i n g  
c o s tc a t e g o r yn o te x c e e d  t h e  r e s p e c t i v eo p e r a t i n gc o s tr a t ei na f f e c td u r i n g  
therepor t i ngyear .  However, theDepartment may wish to  cons idero ther  forms 
of  r e l i e f .  I t  couldenact  a waiverprovisionunderwhichtheDepartmentwould 
r e v i e w  requests for equi tyadjustments,  or i t  c o u l d  p e r m i t  f a c i l i t i e s  whose 
operat ingcostsarebelowthemediancalcu lated to  use some of theopera t i ng  
costsavingsthey have achieved for salarypurposes.Whi lesalar iescomprise 
a ma jo rpo r t i on  o f  ICF/MR costs ,  i t  does n o t  follow t h a t  any s a l a r y  
adjustments i n  e x c e s s  o f  the CPI-U l i m i t a t i o n s  w o u l d  be i napprop r ia te  or 
unnecessary .Fac i l i t iesshou ld  be able t o  make sa laryadjustments or " e q u i t y  
adjustments" when necessary t o  p r o v i d e  employees w i t h  a p r e v a i l i n g  wage, t o  
comply w i t h  minimum wage laws or i n  o r d e r  to  r e t a i n  employees. 

I n  i t s  post-hear ing comments, theDepartmentproposedan amendment t o  i t e m  
A t o  exempt t h e  a l l o w a b l e  c e r t i f i e d  a u d i t  c o s t  p e r  diems ca lcu latedunder  
subpart 1 ,  i t e m  E from the CPI-U adjustment. The r u l e ,  as amended, i s  
necessary and reasonable and the amendment made does n o t  c o n s t i t u t e  a 
s u b s t a n t i a l  change for  purposes of Minn.Rule1400.1100 (1985) .  

9553.0050,subp. 2, i t e m  E .  

137.  I f  a f a c i l i t y ' st o t a lo p e r a t i n g  c o s t s  for therepor t i ngyear ,  
exc lud ingspec ia lopera t ingcos ts ,a relessthanthe  sum of the limits 
computed i n  subpart  1 ,  i t e m  A ,  subitem (2), t h e  f a c i l i t y  i s  e n t i t l e d  t o  
rece ivethed i f fe renced iv idedbythegreatero fres identdays  or 85% o f  
capac i t y  days as an e f f i c i encyincen t i ve ,bu tthe  maximum amount t h a t  can be 
received i s  l i m i t e d  to  $2 perres identperday.Thisa l lowance i s  n o t  
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a v a i l a b l e  t o  f a c i l i t i e s  whose program a1 l o w a b l e  h i s t o r i c a l  o p e r a t i n g  costs 
dur ingtherepor t ingyeararebe lowtheprogramhis to r ica lopera t ing  cost 
limit. That i s ,  i f  thecos tsincur redintheprogramareaarelessthanthe  
costsa l lowed i n  i t s  r a t e  for  t h er e p o r t i n gp e r i o d ,t h ee f f i c i e n c yi n c e n t i v e  
is nota l lowed.  The purpose of theincen t i ve  i s  t o  reward f a c i l i t i e s  who 
channel cost savings i nt h er e p o r t i n gy e a ri n t ot h ep r o g r a ma r e a .  The 
Departmentproposed an amendment to  t h i s  i t e m  t o  ensurethatnonal lowable 
c o s t s  a renotre imbursedthroughtheef f i c iencyincent ive  and to  make i t  c l e a r  
tha tthey  have t o  be inc luded i n  t h ec a l c u l a t i o n .T h i si t e m  is necessary and 
reasonable as amended for  thereasonsstatedbytheDepartment and the 
amendment made does n o t  c o n s t i t u t e  a s u b s t a n t i a l  change for purposes of Minn. 
Rule1400.1100(1985). 

9553.0050,subp.3,One-timeAdjustment t o  ProgramOperating Cost Payment 
Rates. 

138. Many ICF/MRs were developed i nt h ep e r i o d  from 1970 to  1977. The 
ind i v idua ls  they  se rved  were moderately or m i l d l y  r e t a r d e d  and requ i red  
minimum l e v e l s  of care.  However, overtheyears,thetype o f  res identsserved 
haschanged dramat ica l l y .Th is  change was due, i np a r t ,  t o  theConsentDecree 
o r i g i n a l l yi s s u e di n  Welsch v .L i k i n s ,  373Fed.Supp. 487 (D.Minn.19741, 
where intheFedera lD is t r i c tCour t  for  Minnesotarequ i redtha tthes ta te  
p r o v i d em e n t a l l yr e t a r d e dr e s i d e n t si ns t a t eh o s p i t a l sw i t ht h el e a s t  
r e s t r i c t i v ec a r ea l t e r n a t i v e sp o s s i b l e .  To comply w i t ht h e  ConsentDecree, as 
amended throughtheyears,thetypes of residentsservedby ICF/MRs has 
changed, and ICF/MRs are now facedwi ththenecess i ty  o f  c a r i n g  for  severe ly  
or p ro found lyre ta rdedind iv idua ls  some of whom have m e d i c a l  d i s a b i l i t i e s  or  
pronouncedbehaviorproblems. To servethe more seve re l yre ta rdedpopu la t i on  
be ingt rans fer red  from s t a t eh o s p i t a l s ,  and t o  prov idethespec ia lserv ices  
needed bythoseresidents who suffer from behaviorproblems or othermedical  
d i s a b i l i t i e s ,  ICF/MRs a refacedwi ththenecess i ty  o f  h i r i n g  a d d i t i o n a l  s t a f f  
persons or personswi thbet tert ra in ing.Wal terBaldusnoted,  for example, 
t h a t  f a c i l i t i e s  may be r e q u i r e d  to  h i re  q u a l i f i e dm e n t a lr e t a r d a t i o n  
p ro fess iona ls ,  to  h i r ea d d i t i o n a ls t a f f  and t o  h i r e  p r o f e s s i o n a l s  i n  
occupat ionaltherapy,physicaltherapyandpsychology. The one- t imerate 
adjustmentproposedbytheDepartment i n  subpart  3 was designed to  address 
thoseproblems. I t  pe rm i t ted  a one-t imeadjustment t o  a f a c i l i t y ' s  program 
opera t i ng  cost payment r a t e  when the Commissioner issued an Orde rrequ i r i ng  
t h e  f a c i l i t y  t o  c o r r e c t  a d e f i c i e n c y  i n  t h e  number or types of  program s t a f f  
necessary t o  i m p l e m e n ti n d i v i d u a lr e s i d e n th a b i l i t a t i o np l a n s .  The o r i g i n a l  
r u l e  was c r i t i c i z e d  by a number of i n d i v i d u a l s .F o r  example, �milAngel ica 
and Sue Abderholden of theAssoc ia t ion  of RetardedCit izens (ARC) o f  Minnesota 
n o t e dt h a tt h eo r i g i n a lr u l ed i dn o te f f e c t i v e l ya d d r e s s  an I C F / M R ' s  a b i l i t y  
t o  adapt its programstaff t o  meet the  needs of the new k inds  of res iden ts  
coming i n t ot h o s ef a c i l i t i e s .S i n c et h ep r o p o s e dr u l eo n l yp r o v i d e d  f o r  a 
programadjustment when a de f ic iency  was c i t e d  bytheCommissioner, ARC 
representa t ivesnotedtha t  a f a c i l i t y  would e i t h e r  have t o  take an i n d i v i d u a l  
whose needs cou ldnot  bemet w i t h i n  t h e i r  programrate and absorbthe 
add i t iona lcos tsinvo lved;  or t a k et h ei n d i v i d u a l ,n o t  meet t h e i r  needs, and 
w a i t  u n t i l  a d e f i c i e n c y  was c i t e d  i n  o r d e r  to  getthefunds t o  meet those 
needs. They n o t e dt h a tt h ef a c i l i t yw o u l de i t h e r  have costswhichwouldnever 
be recovered or t h ei n d i v i d u a l ' s  needs wouldnot be met. Based onthese and 
o t h e rs i m i l a r  comments, theDepartment has proposed t o  amend i t e m  A of t h i s  
subpart  t o  readasfol lows: 



A .  The commissionershal la l low a one-t imeadjustment to  a 
f a c i l i t y ' s  programoperat ing cost payment r a t e  when the 
commissioner or thecommissioner o f  h e a l t h  hasissuedan 
order  t o  t h e  f a c i l i t y  underparts9525.0210 to  9525.0430 or 
p a r t s  4665.0100 to  4665.9900; or  when thefedera l  
governmenthasissued a def ic iencyorderunder  42 C.F.R.,  
sec t i on  442 r e q u i r i n g  t h e  f a c i l i t y  to c o r r e c t  a d e f i c i e n c y  
i n  t h e  number or type of program s t a f f  necessary t o  
imp lemen tind i v idua lres iden thab i l i t a t i onp lans ;  or when 
thecommissionerhasdetermined a need e x i s t s  basedon a 
need redeterminat ionplanapprovedpursuant to  Minnesota 
Sta tu tes  252.28and r u l e  p a r t s  9525.0015 t o  9525.0145 
(emergency)providedthat:  

c 

139. ICF/MRs a r el i c e n s e de i t h e r  as Class A or Class 6 residences 
dependingontheself-preservation ski 11s of the i roccupants.Class B 
f a c i l i t i e sg e n e r a l l ys e r v e  more dependentpopulat ions.Luther A .  Granquis t ,  
counsel for  LegalAdvocacy for  Developmental lyDisabledPersons i n  Minnesota, 
c r i t i c i z e dt h el a n g u a g ep e r m i t t i n go n l y  a "one-time"adjustment. I n  h i s  view, 
adjustmentsshould be pe rm i t ted  whenevernecessary. The quotedlanguage does 
no t  mean t h a to n l y  one adjustmentcan be made. On thecon t ra ry ,the  
Department's SNR (p.49)ind icatesthatthose words app ly  to the  number o f  
adjustmentsthatcanbe made for  eachdef ic iency.  I n  o t h e r  words, i f  there  
are two de f i c ienc ies  two "one-time''adjustments may be made.The quoted words 
wereusedbecauseonce ra tesa read jus ted ,theh is to r i ca lcos tbase  for  the  
n e x tr e p o r t i n gy e a r  i s  ad jus ted  if the  monies a reac tua l l yspen t  for  the 
specif iedpurpose.Therefore,onecostadjustment for eachdef ic iency i s  a l l  
t h a t  i s  necessary. M r .  Granqu ls t ' s  comments a c t u a l l yg o  to  i t em G o f  t h i s  
subpartwhich, as or ig ina l lyproposed,author izedsuchone- t imeadjustments 
o n l y  once for  each f a c i l i t y .  The Department now proposes to amend i t e m  G to  
limit theadjustmentsthatcan be made to one i n  a three-yearper iod.  The 
Departmenthasdetermined t h a t  more than one ad jus tmen tIn  a three-yearper iod 
will n o t  be necessarybecausetheDepartmenthas amended p a r t s  9510.0120 to  
9510.1140 (Rule186) to a l l owthespec ia l  needs r a t e  t o  cover a p e r i o d  o f  
threeyears.That change coupledwi ththe amendments proposed t o  subpart  3 
will enableprov iders t o  meetchangingprogramneeds. 

The Departmentproposedseveralothertechnical amendments to  subpart  3 as 
a r e s u l t  of themajor  amendment discussedabove. None o f  the amendments made 
c o n s t i t u t es u b s t a n t i a l  changes for purposes of Minn.Rule1400.1100(1985). 
Al though Ms. M a r t i n  still f e e l st h a tt h e  scope of theru leshou ld  be expanded, 
subpart  3,as amended, i s  necessary and reasonable. 

DETERMINATION OF THE SPECIAL OPERATING COST PAYMENT RATE 

9553.0051,SpecialOperating Cost Payment Rate. 

140. Due t o  the  changes made I n  p a r t  9553.0040and o t h e rp o r t i o n s  o f  the 
r u l e ,  i t  i s  necessary t o  adoptprocedures for  c a l c u l a t i n gt h es p e c i a l  
ope ra t i ng  cost payment r a t e .  Thenew proceduresarecontained i n  p a r t  
9553.0051. I t  p rov idestha ttheto ta la l l owab le  costs i np a r t  9553.0040, 
subp. 6 ,  as ad jus tedbypar t  9553.0041,subp.16,must be d iv idedbythe 



grea te r  o f  r e s i d e n t  days or 85% o f  l i c e n s e d  c a p a c i t y  days t o  compute the 

s p e c i a lo p e r a t i n gc o s t  payment r a t e s .  The ca lcu la t ionproposed i s  cons is ten t  

wi ththe  amendments suggestedbypubliccommentatorsandthemethodologyused 

t o  compute the payment r a t e  i s  cons i s ten tw i ththemethodo logyapp l i edto  

othercostcategor ies.Therefore,  i t  i s  concludedthatth islanguage i s  

necessaryandreasonableandthat i t  does n o tc o n s t i t u t e  a s u b s t a n t i a l  change 

for purposes of Mlnn. Rule1400.1100(1985). 


DETERMINATION OF PROPERTY RELATED PAYMENT RATE 

9553.0060,subp. 1 ,  Deprec iat ion.  

141. A l lowab ledeprec ia t ion  expensesunderthe ru learegovernedby 
subpart  1 of  t h i sp a r t .  Under i t e m  A,  and sub jec t  t o  some l i m i t a t i o n s  
d iscussedbe low,theh is to r ica lcos t  of a f a c i l i t y ' s  c a p i t a l  a s s e t s  must be 
used as the bas i s  for  c a l c u l a t i n gd e p r e c i a t i o n .  The h i s t o r i c a lc o s t  o f  
donationsbetween a p r o v i d e r  anda r e l a t e d  o r g a n i z a t i o n  i s  t hene t  bookvalue 
o f  t h e  cap1 t a l  a s s e t  to  thedonor. A donatedcapi ta lasset  1s one acqui red by 
t h ef a c i l i t yw i t h o u tt h e  payment o f  cash,proper ty  or serv ices .Deprec ia t ion  
i s  nota l lowedoncap i ta lasse ts  or p o r t i o n s  of cap i ta lasse tspurchasedwi th  
f e d e r a l ,s t a t e  or l o c a la p p r o p r i a t i o n s  or grantsunlessrepayment i s  r e q u i r e d
from t h e  f a c i l i t y ' s  revenues. The h i s t o r i c a lc o s t  of cap i ta lasse ts  must be 
increasedbythecosts of a d d i t i o n s  or rep lacementstha tarerequ i red  t o  be 
c a p i t a l i z e d .  The increaseddeprec ia t ion  expense r e s u l t i n g  from the 
c a p i t a l i z a t i o n  o f  a d d i t i o n s  or replacements must be recognized i n  the 
c a l c u l a t i o n  o f  the payment r a t e  f o l l o w i n g  the repo r t i ngyear  I n  whichthe cost 
was incur red ,w i thoutregard  to thedate when theasset was purchased.
However, inc reaseddeprec ia t ion  expensecan o n l y  be c la imedfromthepoint  
c o n s t r u c t i o n  was completed or thecap i ta lasse t  was replaced. These 
prov is ionsarenecessary and reasonable asproposed. 

9553.0060,subp. 1 ,  i t e m  A, subitem ( 5 )  

142.Under i t emA(5 ) ,i n i t i a laccumu la teddeprec ia t i onon  used c a p i t a l  
assets o fp rov ide rsen te r ingtheMed ica lAss i s tanceprog ramaf te r  December 31, 
1983 must be c a l c u l a t e du s i n g  a u s e f u ll i f es c h e d u l e  s e t  f o r t h  i n  t h e  r u l e ,  
s t a r t i n g  f r o m  t h e  l a t e r  of  thedate o f  complet ion of c o n s t r u c t i o n  or the t i m e  
o f  purchasebythecurrentowner. However, t h ei n i t i a l  accumulated 
deprec ia t i on  onsuch capitalassetscannotexceed 50% o f  t h e i r  h i s t o r i c a l  
c a p i t a lc o s t s .  The meaningandpurpose of t h i ss e c t i o n  i s  unc lea r .  The 
Department's SNR (p.53) s t a t e s  t h a t  t h i s  r u l e  i s  necessary t o  c l a r i f y  how the 
accumulateddepreciat iononusedassets will be determined so t ha tthe  
remain ingdeprec ia t ion  t o  be inc ludedinthere imbursementra te  can be 
ca lcu la ted .Accord ing  to  the SNR, l i m i t i n gt h ea c c u m u l a t e dd e p r e c i a t i o nt o  
50% o f  t h e  h i s t o r i c a l  c a p i t a l  c o s t  is a reasonable way t o  make suretha tthe  
p r o v i d e r  i s  ab le to  rece ive  some deprec ia t i onon  a usedasset t o  compensate 
him or h e rf o rt h ec o s t  o f  tha tasse t .  The Depar tment 'sexplanat ion does no t  
e s t a b l i s ht h e  needandreasonableness of theru lep roposedw i th  an a f f i r m a t i v e  
p r e s e n t a t i o n  o f  f a c t s  or unders tandab lepo l icydec is ions .  I t  was n o t  shown 
why thepurchase o f  used cap i ta lasse tsbyprov iders  who enteredtheMedical  
Ass is tanceprogramaf te r  December 31, 1983 should be t r e a t e dd i f f e r e n t l yt h a n  
thepurchase o f  used cap i ta lasse ts  made byprov idersenter ingtheprogram 
p r i o r  t o  December 31,1983. For example, if theyboth purchase the same used 
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a s s e ti n  1986, why shouldthebasisused be d i f f e ren t?Moreover ,  i f  the  
Department i s  i n tend ing  to  look o n l ya tc a p i t a la s s e t si n i t i a l l ya c q u i r e d  a t  
thet ime a providerenterstheMedicalAssistanceprogram,there is noreason 
why assetsshould be v a l u e dd i f f e r e n t l y  upon i n i t i a le n t r yt h a nt h e yw o u l d  be 
i f  they were a c q u i r e da t  some la te rda te .S incethe re  i s  noexplanat ion why 
thecost  o f  a usedi temshouldnot be f u l l y  d e p r e c i a b l e  b y  f a c i l i t i e s  e n t e r i n g  
MedicalAssistanceprogramafter December 31, 1983, t h i si t e m  i s  notnecessary 
and reasonable. The Department may be a t tempt ing  t o  limit the amount of 
deprec ia t iona l lowab leonassetstha t  were prev ious lydeprec iatedunderthe 
MedicalAssistanceprogram. The reference to  usedassets,then,would be 
assetsprev ious lyusedintheprogramratherthan a usedcarpurchased from a 
cardealer .  Thus, theDepartment maymean tha tasse tsacqu i reda f te r  December 
31,1983 cannotbe f u l l yd e p r e c i a t e d  i f  theywere i ntheMed ica lAss i s tance  
program a t  t h e  t i m e  of purchase. I f  t h a t  is intended,and when read in 
conjunct ionwithsubi tem(61,anassetpreviouslyused intheMed ica l  
Assistanceprogram may no t  have i t s  bas isread jus tedonresa le ,  and a l lowab le  
depreciat ionundersubi tem(5) will be l i m i t e d  to  t h eh i s t o r i c a l  cost i n  t h e  
MedicalAssistancesystem,except as subi tem(5)otherwiseal lows. I f  t h a t  i s  
theDepar tment 'sin tent ,  or if i t  has some o t h e ri n t e n t ,  i t  mayamend subitem 
( 5 ) .  If i t  does t h a t ,t h e  needand reasonableness of the  amended r u l e  will be 
cons ide reda tthet ime  of theChiefAdmin is t ra t ive Law Judge's f i n a l  r e v i e w  o f  
theru les .  

9553.0060,supb. 1. i t em A, subi tem(6).  

143.Under t h i ss u b i t e m ,t h eh i s t o r i c a lc a p i t a lc o s t  of t h ec a p i t a l  
assets and theaccumulateddepreciat ion of thosecapi ta lassetsmustnot  be 
ad jus ted  for  e i t h e r  a f u l l  or p a r t i a l  change o f  ownership,reorganizat ion o f  
p r o v i d e r  e n t i t i e s ,  or for  any c o s t sa s s o c i a t e dw i t hr e p l a c i n ge x i s t i n gc a p i t a l  
assets as a r e s u l t  of a casua l t y  loss. Thisru ledesigned t o  a v o i d  a r t i f i c i a l  
increases i n  t h e  b a s i s  o f  cap i ta lasse tswh ichwou ldo therw iseresu l t  when 
changes o f  ownership or reorgan iza t ionsoccur .  The Departmenthasdetermined 
t h a tr e c o g n i z i n g  cost i n c r e a s e sr e s u l t i n gf r o mt h es a l e  o f  cap i ta lasse tsused 
intheMedica lAss is tanceprogramonlytends t o  increasecos tswi thout  
i nc reas ingres iden tbene f i t s  and a c t u a l l y  r e s u l t s  i n  t h e  s t a t e ' s  payment o f  
assets more thanonce.Thissubitem i s  designed to implementtheprovis ions 
o f  42 U.S.C. 5 1396a(a)( l3) (6) ,  as amended bytheDef ic i tReduct ionAct  o f  
1984 (DeFRA). Under thes ta tu te ,theS ta teP lan  for MedicalAssistancemust 
containassurancesthattheperdiemratescalculatedbytheDepartment will 
notincreasesoley as a r e s u l t  o f  a change i n  an " in termediatecare 
f a c i l i t y ' s "o w n e r s h i p .  To implementthestatute,theDepartmentproposes t o  
d i s a l l o w  a step-up i n  t h e  b a s i s  o f  a f a c i l i t y  when i t  i s  so ldunderth is  
subitem, and to  d i s a l l o w  any a d d i t i o n a l i n t e r e s t  expenses i ncu r red  as a r e s u l t  
o f  such a saleundersubpart 3, i t em E. I na d d i t i o n ,  undersubitem (5). i t  
may in tend t o  limit thedeprec ia t i ona l l owab le  t o  thepurchaser .  These 
r e s t r i c t i o n s  on a l lowab lecos ts  wereverycontrovers ia l .  

144.Mary Mar t i na rguedtha t  ICF/MRs were no tin tended t o  be i n c l u d e di n  
the DeFRA amendments to  sect ion1396(a),  and t h a tn ol i m i t a t i o n ss h o u l d  be 
imposedonthesales o f  ICF/MRs. Although ICF/MRs arenotment ioned i nt h e  
l e g i s l a t i v e  h i s t o r y ,  as she noted,under 42 U . S . C .  3 1396d(d),intermediate 
c a r ef a c i l i t i e sa r ed e f i n e d  t o  inc lude ICF/MRs, and a t  t h i s  t i m e ,  no o f f i c i a l  
cons t ruc t i on  o f  t h es t a t u t e  hasbeen made bytherespons ib lefedera l  agency or 
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t h ec o u r t s .G i v e nt h ep l a i nl a n g u a g eo ft h es t a t u t o r yd e f i n i t i o n  and thelack 
o f  any a u t h o r i t a t i v ei n t e r p r e t a t i o ne x c l u d i n g  ICF/MRs,  theDepartment's 
d e c i s i o n  t oa p p l y  i t  as w r i t t e n  i s  necessary and reasonable. 

DeFRA was c l e a r l yi n t e n d e d  to  a p p l yt on u r s i n g  homes, and t op r e v e n t  
pay ingfo rthe  same cap i ta lasse tstw ice .  M s .  Mar t i na rguedtha trecogn i t i on  
o f  a step-up i n  b a s i s  o n  r e s a l e  does no ti nvo l vepay ing  for the same assets 
tw ice ,bu tmere lyrecogn izesincreasesintheva lue  o f  assetssincethet ime 
o ft h e i ro r i g i n a lc o n s t r u c t i o n  or purchase.Thatargument,whichcouldalso 
be made i n  thenurs ing  home context ,  i s  notpersuasive.  For purposesofthe 
MedicalAssistanceprogram,propertyvaluesarefrozen anddo n o ti n c r e a s ei n  
value over t i m e .  A s  such, they havenoincrease i nv a l u eo v e r  t i m e  for  
MedicalAssistancepurposes.Whilereasonableminds may disagreeonthe 
m e r i t s  of such a r e s u l t ,  i t  was n o t  shown t o  be c o n f i s c a t o r y  or i l l e g a l .  

A s  was discussedatthehear ing,theDepartmentintends to  rep lacethe  
p r o p e r t y - r e l a t e dr e i m b u r s e m e n tp r o v i s i o n si nt h i sr u l ew i t h  a renta lapproach 

donea t  some t i m ei nt h ef u t u r e .H o p e f u l l yt h a t  will be soon. A s  M r .  Sajev ic  
noted, a renta lapproach will p e r m i t  f a c i l i t i e s  t o  be s o l d  a t  t h e i r  c u r r e n t  
va lueinthemarke tp lace  becausesuchsales will n o t  a f f e c t  r a t e s  -- r a t e s  
will be s e t  onthebasis o f  valuesthatareindependent o f  purchasepr ice.  

M s .  Mart ina lsorequestedthattheDepar tmentadopt  an except ion 
p e r m i t t i n g  an adjustment to  t h eh i s t o r i c a lc a p i t a lc o s t  o f  a s s e t si n v o l v e di n  
achange o f  ownersh ip  resu l t i ng  from thedeath or d i s a b i l i t y  o f  a p r i n c i p a l  
owner.Pendingtheimplementation o f  a renta lconcept ,  such a p r o v i s i o n  makes 
senseand theDepartment i s  urged t o  adoptsuch a r u l e .  Ifthere  is a concern 
t h a t  i t  will n o t  be approvedbythefederalagency, i t  could be made 
c o n d i t i o n a l  onsuch approval .  

9553.0060,subp. 1,  i t e m  B .  

145. This  i t e m  requ i resp rov ide rs  to u s et h es t r a i g h tl i n e  method o f  
comput ingthedeprec iat ion of cap i ta lasse ts .  Undertheru le ,bu i ld ings  have 
a u s e f u l  l i f e  of 35 yea rs ,phys i ca lp lan t  improvements and a d d i t i o n s  have a 
use fu l  l i f e  coexstens ivewi ththeremain ingusefu l  life o f  t h e  u n i t  or I S  
years,  and land  improvementshave a use fu l  life o f  20 years.Depreciable 
equipmentotherthanvehicles have a u s e f u l  l i f e  o f  f i v e  y e a r s  and veh ic les  
a rerequ i red  to  be deprec ia tedoverfouryears .Requ i r ing  a standard method 
o fdeprec ia t i on  and uni formuseful  l i v e s  for cap i ta lasse ts  is necessary and 
reasonable i n  o r d e r  t o  o b t a i n  u n i f o r m i t y  of t reatment and comparab i l i t yo f  
costs  among theva r iousp rov ide rs .  The Departmentchosethe s t r a i g h tl i n e  
methodbecauseaccelerateddepreciat ionmethodologiesincreasedepreciat ion 
payments wi thnores identcarebenef i ts .Subi tems ( 2 )  and ( 3 )  governthe 
c a l c u l a t i o n  o f  theuseful  life o f  used cap i ta lasse ts  and leasehold 
improvements. Those p rov i s ionsa recons is ten tw i thmethodo log iescon ta inedin  
subitem ( 1 ) .  For thereasonsstated, i t  i s  conc ludedtha tthep rov i s ionso f  
i t e m  B arenecessary and reasonable and may be adopted. 

9553.0060, subp. 1 ,  i t e m  C., subitem ( 1 ) .  

146. Subitem ( 1 )  limits t h et o t a lh i s t o r i c a lc a p i t a lc o s to fc a p i t a l  
asse tstotheper  bed l i m i t a t i o n sa n n u a l l ye s t a b l i s h e d  for Class A andClass B 
f a c i l i t i e s .  The investmentper bed l i m i t a t i o n s  on t o t a lh i s t o r i c a lc a p i t a l  
costs c o n t a i n e di n  t h i s  i t e m  were designed t o  addresstheprov is ions o f  Minn. 
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S t a t .  5 2568.501,subd. 3(b),whichrequirestheCommissionertopromulgate 

r u l e sc o n t a i n i n gp r o v i s i o n st o  limit thereimbursement o f  propertyexpenses. 

These investmentper bed l i m i t a t i o n s  were first adopted i n  1973andhavebeen 

c o n s i s t e n t l ya p p l i e d  t o  ICF/MRs s incetha tt ime.  The limits i n i t i a l l y  adopted 

havebeen annua l l yad jus ted  for  i n f l a t i o n  basedonchanges i n  thecons t ruc t ion  

pr iceindex .Severa lind iv idua lsarguedtha tthel im i ta t ionsproposedbythe  

Departmentdonot r e f l e c t  t h ec u r r e n tl e v e l  o f  investmentrequi red o f  new 

ICF/MR f a c i l i t i e s .A l t h o u g ht h e  SNR does n o tc o n t a i ns t a t i s t i c a ld a t a  

ver i fy ingtheaccuracy  o f  t h el i m i t a t i o n s  used,the fac ttha ttheDepar tment  

o r i g i n a l l ya d o p t e df i g u r e sw h i c hr e f l e c t e dt h o s ec o s t s  andhasusedthem 

c o n s i s t e n t l y  for  thepas t  1 2  years andupdated them for changes i n  t h e  

cons t ruc t i onp r i ceindexg ives  thema s u f f i c i e n td e g r e e  o f  r e l i a b i l i t y  t o  

supportthe needand reasonableness o f  the i rcon t inueduse .Inthe  absence o f  

some conc re teda taes tab l i sh ingtha tthef i gu resa reinaccu ra te ,the i r  

cont inued use i s  appropr ia te.  


147.Mark Larson and o the rsques t ionedwhe the rthel im i ta t i onsapp lyto  
thea l l owab lepor t i on  o f  c e n t r a l  o f f i c e  proper tycostswhichare now inc luded 
i n  theadmin i s t ra t i veopera t i ng  cost c a t e g o r y .S i n c ec e n t r a lo f f i c ep r o p e r t y  
costs arenotinc ludedintheproper tycos tca tegory  as theyhavebeen in the 
pas t ,  cen t ra l  o f f  i c e  cap i ta l  asse ts  no t  used d i r e c t l y  b y  t h e  facility a r e  n o t  
i n c l u d e di nt h i sl i m i t a t i o n .  To c l a r i f yt h i sp o i n t ,t h eD e p a r t m e n t  has 
proposed anamendment to  i t e m  C, adding a new subitem ( 5 )  which will read as 
f o l l o w s :  

Forpurposes o f  t h i s  itern, the f a c i l i t y  t o t a l  h i s t o r i c a l  
c a p i t a lc o s t  of cap i ta lasse ts  must no ti nc ludethe  
f a c i l i t y ' s  a l l o w a b l e  p o r t i o n  o f  cap i ta lasse ts  o f  the 
c e n t r a l ,  a f f i l i a t e d  or c o r p o r a t e  o f f i c e  whose cos tsare  
a l l o c a t e d  t o  t h e  f a c i l i t y ' s  a d m i n i s t r a t i v e  c o s t  c a t e g o r y  i n  
accordancewi thPar t  9553.0030, subpart  4 ,  i t e m  D. 

Theamendment proposed c l a r i f i e s  t h e  scope of t h i s  i t e m  as requestedby 
i n d u s t r y  commentators and i s  a necessaryandreasonableaddi t ion to  t h e  r u l e s .  
Thisissue was thorough lyd iscussedatthehear ing  anddoes n o t  change the 
substance o ft h eo r i g i n a lr u l e .T h e r e f o r e ,  i t  i s  conc ludedthat  i t  i s  n o t  a 
s u b s t a n t i a l  change for  purposes o f  Minn.Rule1400.1100(1985). 

9553.0060,subp. 1 ,  i t e m  C, subitems ( 2 ) ,  ( 3 ) ,  and ( 4 ) .  

148. Subitems ( 2 1 ,  ( 3 )  and (4 )con ta inp rov i s ions  for  a d j u s t i n gt h e  
investmentper bed l i m i t a t i o n s  i n  t h e  r u l e  as theyapply to  p a r t i c u l a r  
f a c i l i t i e s .  Subitem ( 2 )  requi restheinvestmentper  bed l i m i t a t i o n st o  be 
adjusted eachJanuary 1 bythepercentage change i nt h ec o n s t r u c t i o ni n d e x  
publishedbytheBureau o f  Economic A n a l y s i so ft h e  U . S .  Department o f  
Commerce. Under subitem ( 3 ) .  a c q u i s i t i o n sr e q u i r e d  o f  a f a c i l i t y  subsequent 
t o  its c e r t i f i c a t i o n  may be deprec ia tedwi thoutregardtotheinves tmentper  
bed l i m i t a t i o n s  i f  theaddi t ions,rep lacements,ornewlyacqui reddeprec iab le 
equipment i s  a c q u i r e d  b y  t h e  f a c i l i t y  i n  o r d e r  t o  m a i n t a i n  c o m p l i a n c e  w i t h  t h e  
L i feSa fe ty  Code or w i t h  fire sa fe tyo rde rso fthe" loca lagency " .  The 
p rov i s ionsinsub i tems  ( 2 )  and ( 3 )  arenecessary and reasonable and may be 
adopted. However, thereference to  " thelocalagency"should be c l a r i f i e d .  



That t e r m  i s  notde f ined,  and i t  i s  unc learwhetherthere ferencesapp l iesto  
theSta te  F i r e  Marshal l ,  a countyagency,thebui ld ing code d i v i s i o n  o f  t h e  
Department o f  A d m i n i s t r a t i o n  or any s t a t e  or f e d e r a l  agency or p o l i t i c a l  
subd iv i s ion .  

Under subitem (41 ,  a f t e r  a f a c i l i t y ' s  first t h r e e  f u l l  r e p o r t i n g  y e a r s ,  
andonce e v e r yt h r e ef u l lr e p o r t i n gy e a r st h e r e a f t e r ,  i t s  investmentper bed 
l i m i t a t i o n  must be increasedbytheaverage o f  theannualpercentageincreases 
i n  theinves tmen tpe rl im i ta t i on  for  thecu r ren trepo r t i ngyear  and the 
p r e v i o u st h r e ef u l lr e p o r t i n gy e a r s .  A f u l lr e p o r t i n gy e a r  must c o n t a i na t  
l e a s t  12 months. The adjustment made under t h i ss u b i t e m  does n o ta p p l yt o  any
o r i g i n a lc o n s t r u c t i o n  and investmentcosts .Thissubi tem i s  necessary and 
reasonable and may be adopted. I t  was supportedby MAHCF and i s  cons i s ten t  
w i t hp r e v i o u sr u l e sr e g u l a t i n gt h er a t e s  o f  ICF/MRs. David Gee suggestedthat 
i t  i s  i napprop r ia te  t o  use theaverage change over a three-yearper iod and 
apply  i t  t o  thethree-yearper iodra therthanapp ly ing  I t  t o  each i n d i v i d u a l  
year,however,therecord does notsuppor t  amending t h e  r u l e  i n  t h e  manner he 
suggested. 

9553.0060,subp. 1 ,  i t e m  D. 

149. This  i t e m  regu la testhet rea tment  of  gains and l o s s e s  on the  
d isposal  o f  cap i ta lasse ts .  I t  r e q u i r e st h a tt h e y  be i n c l u d e di nt h e  
computation o f  a f a c i l i t y ' sa l l o w a b l ec o s t s .G a i n s  on thesa le  or abandonment 
o f  cap i ta lasse ts  must be offset a g a i n s tt h ep r o p e r t yr e l a t e d  cost category t o  
theex ten ttha tthega inresu l tedf romdeprec ia t i on  expense claimed for  
reimbursementundertheMedicalAssistanceprogram.Gains or losseson 
trade-insmust be r e f l e c t e d  i n  t h e  h i s t o r i c a l  c o s t  o f  thenewlyacquired 
cap i ta lasse t .C la imsfo r  l o s s e s  a r el i m i t e d  to a t o t a l  o f  lo# perres iden t  
dayperrepor t ingyear .  Any excess loss may be ca r r i edfo rward  to  f u t u r e  
years.This i s  a necessaryandreasonableprovis ion and may be adopted. 
However, theDepartmentshouldconsider M r .  Gee'ssuggest ionthatthesale o f  
depreciableequipment or veh ic lesshou ld  be t r e a t e d  l i k e  a t rade - in  i f  they 
arerep laced so t h a t  f a c l l i t i e s  have t h e  o p t i o n  t o  s e l l  a p iece  o f  equipment 
r a t h e rt h a nt r a d i n g  i t  I n  when t h a ti se c o n o m i c a l l y  advantageous t o  them. 
T rea t i ng  suchsales as t r a d e - i n sw o u l dp e r m i tf a c i l i t i e s  t o  reducethebasis 
o f  thereplacementassetratherthanrepor t ing a gain.  

9553.0060,subp. 1 ,  i t e m  E .  

150. I t e m  E r e q u i r e s  f a c i l i t i e s  t o  funddeprec ia t i on  so t h a t  money will 
be a v a i l a b l e  to  rep lacedeprec iab leassetsa tthe  end o f  t h e i r  u s e f u l  life and 
t o  make p r i n c i p a l  paymentson long-termdebt when thosepaymentsexceed 
d e p r e c i a t i o n  expense. The concepto ffund ingdeprec ia t ion  was first inc luded 
i n  Rule 53T i n  response to concernsra i sedinthe  LAC Repor tregard ingthe 
f i n a n c i a ls t a b i l i t y  of ICF/MRs. The concept i s  genera l lysuppor tedbythe 
I C F / M R  i n d u s t r y .  Under subitem ( 1 )  a f a c i l i t y  i s  r e q u i r e d  to  make an annual 
depos i ttothefundeddeprec ia t ionaccount .  The amount t h a t  must be deposi ted 
i s  determinedbysubtract ingtherequi redannualpr inc ipa l  paymentson c a p i t a l  
d e b tf r o mt h ef a c i l i t y ' sa l l o w a b l ed e p r e c i a t i o n  and m u l t i p l y i n g  t h a t  f i g u r e  by 
the number oneminus an equ i typercentageconta inedinsubpar t5 .  Thus,where 
a l l o w a b l ed e p r e c i a t i o n  exceedstheannualpr incipal  payments requ i red ,the  
d i f f e rence ,reducedbythefac i l i t y ' spe rcen tage  of  equi tyownership,  must be 
p lacedinthefundeddeprec ia t ionaccount .A l though i t  was arguedthatthe 



formulacould be changed to  reducethe amounts payable t o  thefunded 
deprec ia t ionaccount ,  i t  i s  concludedthattheformulausedbytheDepartment 
i s  necessaryandreasonable.Thereare anumber o f  ways i n  whichthe amount 
tha tshou ld  be p a i d  t o  thefundeddeprec iat ionaccountcould be c a l c u l a t e d .  
I n  choosing among thoseal ternat ivestheDepar tment  i s  n o tr e q u i r e d  to  choose 
the m o s t  reasonablemethodology. I t  i s  o n l yr e q u i r e d  to  s e l e c t  a reasonable 
methodology. I n  t h i s  case i t  has shown t h a tt h e  methodology proposed i s  
necessary and reasonable and i t  may be adopted. 

9553.0060.subp. 1 ,  i t e m  E ,  subitems ( 3 )  and ( 4 ) .  

151.Subitems ( 3 )  and ( 4 )  governtheuse o f  monies i n  t h ef a c i l i t y ' s  
fundeddepreciat ionaccount.  Those monies,andany i n t e r e s t  incomeearnedon 
them,can o n l y  be used for  cap i ta ldebtreduc t ion ,thepurchase or replacement 
o f  c a p i t a l  a s s e t s  or the  payment o f  c a p i t a l i z e d  r e p a i r s  for  t h e  f a c i l i t y .  
However, n o t  more than 50% o f  t h e  c u m u l a t i v e  t o t a l  amount r e q u i r e d  t o  be 
deposi ted i nthefundeddeprec ia t i onaccoun t  andthein te res t  incomeearnedon 
thosedeposi ts may be withdrawn for purchases,replacements and r e p a i r s .  I f  
the amount i nthefundeddeprec ia t i onaccoun ta f te r  a wi thdrawal is equal t o  
or greaterthanthebalance of c a p i t a l  d e b tr e m a i n i n ga t  t h e  end o f  t h e  p r i o r  
repor t ingyear ,theexcess amount may a l s o  be withdrawn for thepurchase or 
replacement o f  c a p i t a l  a s s e t s  or for the payment o f  c a p i t a l i z e d  r e p a i r s .  
James S e i f e r t ,  a c e r t i f i e dp u b l i ca c c o u n t a n t ,a r g u e dt h a tt h i sp r o v i s i o n  i s  
u n d u l yr e s t r i c t i v e .  However, as theDepartmentnoted i n  i t s  response t o  t h a t  
comment, the amount of d e p r e c i a t i o nr e q u i r e d  to be fundeddecreasesasthe 
percentage o fe q u i t yi n c r e a s e s ,  andoncethebalance,inc lud inginterest  
incomeearned,exceedstheamount of ou ts tand ingdebt ,the  e x c e s s  may be 
w i thdrawnwi thoutregardtothe  50% w i thd rawa ll im i ta t i on .There fo re ,the  
fundeddeprec iat ionbalancecan,af terdebtsarepaid o f f ,  be w i thd rawnto  
purchasecapi ta lassets.Therefore,  i t  i s  conc ludedtha ttheprov is ions  o f  
thesesubitemsarenecessaryandreasonableasproposed. 

9553.0060,subp.2, L im i ta t i onsonIn te res tRa tes .  

152. W i t hc e r t a i nl i m i t a t i o n s ,t h ee f f e c t i v ei n t e r e s tr a t e  on each 
a l lowab lecap i ta ldebt(except  motor v e h i c l ed e b t ) ,i n c l u d i n gp o i n t s ,  
f inanc ingcharges and a m o r t i z a t i o n  of bondspremiums or d iscounts,entered 
i n t o  a f t e r  December31, 1985, i s  sub jec t  to  t h el e s s e r  o f  f o u rs t a t e d  
l i m i t a t i o n s .  The l i m i t a t i o n sa r et h ee f f e c t i v ei n t e r e s tr a t e  on t h ec a p i t a l  
debt;  a ra te1 .5percentagepo in ts  above t h ep o s t e dy i e l d  for  c e r t a i n  
convent ionalf ixed-ratemortgages; a r a t e  3 percentagepoints  above theprime 
ratedetermined ona month lybasis ;  or 16%. L i m i t a t i o n s  onthe maximum 
in te res tra tea l l owab lea renecessa ry  and reasonable. They a recons is ten t  
w i ththep rov i s ions  o f  Minn.Stat .  5 2566.501,subd. 3, andimplementthe 
recommendationscontained i nt h e  LAC Report.  A maximum i n t e r e s tr a t e  
l i m i t a t i o n  o f  16% i s  necessaryandreasonable.However, i t  does n o t  
e f f e c t i v e l y  encourage e f f i c i e n t  and economicaloperat ion when i n t e r e s t  r a t e s  
arebelowthat amount.Consequently,other 1 im i ta t ionsarenecessary  as the 
Departmenthasproposed. The Department's SNR a d e q u a t e l yj u s t i f i e st h e  need 
and reasonableness of t h eo t h e ra l t e r n a t i v e st h a ts h o u l d  be a p p l i e d  and they 
may be adopted. 


